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• Reporting (what information, to whom, from whom, how often and for what 

purpose); and 

- Improvement (making changes where necessary). 

The performance information concepts used by the Municipality in its integrated performance 
management system are aligned to the Framework of Managing Programme Performance 
information issued by the National! Treasury: 


Th e ctevel opmen tel resu Its of ach ievi n g 
specific outcomes 


What we sim to change? 


Thamsdum-iorm resultsfor specific 
ba n efici anes th at aro Eh e con sequ en ce of 
achieving specific output 

What we wish to achieve? 


Th e fi n al procu cts, or goods an d 
servicespfoducodfof delivery 


What we produce Of deliver? 


The processes or action s Hi ai o se a 
ran§o of inputs to produce the dasired 
outpu is an d u lUmstety ou tcomes 

What we do? 


The resources that con hi bu to to 
1!he production an d delivery of 
outputs 

What we use to da the work? 



The following table provides the main measurable performance objectives the municipality 
undertakes to achieve this financial year, 

MBRR Table SA7 - Measurable performance objectives 

The following table sets out the municipalities main performance objectives and benchmarks for 
the 2012/13 MTREF. 


IVfBRR Table SAB - Performance indicators and benchmarks 


52 


Emalahleni Municipality 


EC1M Ecu : t-_ n 1 EC] - spppflrunt) lm 

JIG fTHPHfn—ri l-c inaitJLtr™ an 

JOdif* 

2K HI IQ 

ipiaiii 

Cutr«HI*ar Hdtliz 

MIU13 Upi-irf. Turn for*-** 4 
tiptr-: til* f i-Ti 

□**<lptmn cf fln*nri*i Iftdtcata 

Bull «1 uiculiHpn 

A^.m 

Ai.r.lMj 


Diiiinb 

fdjuiM 

Full Vur 

Pt»*l4i.l 

audgitlttr 

hiFsftYMt 

.J^tl Thi 



O.ltor.* 

OuMotbi 

Dvleop.* 

tiudprt 

BudQ rt 

Fgrw»*t 

autrem* 

JCliJIS 

M ZdlVli 

+1 

flermfaii 












CredflRa&ifl 

CapbJ Changes t> Opera icq 

ncresri Ptrojd Prt HJper aleq 

3.5% 


62* 

OjO* 

51* 

5i* 

5»* 

6.1* 

0.1* 

0.1* 

Ejperidfcji* 

Charts Q 0*n fiijvmiu; 

FatmriUA 

1- nance 4 Repay mertol 

mi itwi>] i O* n Revenue 

113* 

D.7* 

ff.S* 

6.6* 

OJ* 

03* 

53* 

DO* 

53* 

50* 

0.4* 

5.0* 

04* 

00% 

Snowed tinting tri 'own' eap®! 

&iirc* ng^apiul MpeMdure -Cid 

amt 

55* 

5.0* 

fl.fl* 

Q.O* 

0.0* 

exp<->1t-rn 

react rs Hid granb Hid 
□snnhutons 











SlldyglCapitil 






55* 

50% 

0.5% 

6.0% 

0.0* 

50* 

GfSfrtfl 

Lonj Trim Ekirtwil£fJ Finds 4 
Reserves 

0-0% 

0.0* 

00* 

00* 







Llqniitrty 

Cun er.i M ah? 

Currr.nl R .hr- adjusted tjr aged il C: Li t- l. 

Curirri-KSBEi'ajirenl fofrtfes 
Cuftecdasstt tee tfctftis > 90 
dayucuil uhl EabUCS 

14 

11 

H 

2.5 

2.7 

27 

5.6 

- 

3 .3 ' 
3J 

6.6 

33 

33 

06 

33 

33 

0.6 

22 

33 

0.7 

4.0 

4.5 

0.9 

4.7 

4.7 

11 

Hurt* Rato 

R«*miHWar,a<;Dm«i| 

Menefry AssffEdjjram LMifet 

1.4 

U 




76.5* 

76.S* 

70.5* 

M.6% 

719* 

AnnuaJDrtbitCPlKlon Raft 

Laa 1 2 MhaRms^bUa 12 HUs 


41.0* 

as* 

-157* 

46.7* 

[Payment Level It] 

C jner.rflutB'S Cdlectop Rat' jCail' 

Bfcg 


427* 

SS2* 

-157* 

427% 

705* 

JOi* 

70-5% 

63.6* 

TJS* 

recent* oTRateWer 4 Drier 
OufeHfldeqOehtrsb Rtjier.je 

Tutil Dm&r£ng Dab da 6 futnitf 
Revenue 

670* 

55.7* 

57.9* 

00* 

596* 

59.6* 

596* 

576* 

61j$* 

63.1% 

bjnostendftn Dttmrs Recovered 

Others > 12 Wtis Reo^eiPdn'cdal 
Qnfilxs s 1? M«itts QB 











Crwrrtora MaftiflErarH 












Cretirors System E*rtfiQr 

* alCwtbaPBkl Wt*i Ttsita 











Cttedsjrs o CasTi r*l irr-esmente 

[wtoai'UFMA.'fflSW) 

7.1% 

pJ* 

22.5* 

OO* 

775* 

27.5* 

275* 

246* 

206* 

ISO* 

Older 1 nditatPl* 












E leer it* Qst tiufcm Items. [?] 

% VcAjitb iun.1. purthre*d and 
ij- ---r.it-d Its udt Ktji'i.rnrt 
pu'tiiased and qihhH 











iV.ifc ■ UfifC^ten LoSSM (I) 

% Vatura (urJb pwctused and 

DV*n PJJICO ilii u.1C K^li'Totl 











F-ickrr ££ crffifc 

□ns purdiascti Hid awn run 
E.-mbyd® «kS 1 T oW Rfrern* ■ 

29.2% 

50* 

271% 

543* 

363* 

26.3* 

26 J* 

267* 

27.fi* 

771* 

Reminerebn 

tstrtil rqvnnue) 

Teal jerrunpratanATtnal Revenue 

■41 7% 

16.9* 

333* 

455* 

33.0* 

33,0* 


33.9* 

35.3* 

34.7% 

ftepaH 4 Marrtenanw 

captil IrjwVjH] 

RSMATfltd Rovtflue enduring 

31* 

2.t% 

25* 

5.4* 

4.6* 

4.6* 


6.6* 

(7* 

S.S* 

Fir arise- fiiar fl«s 4 MfndtfH 

Cfipith" revenue] 

FC4P^TaU Annum - r-i-tu 

27* 

(1* 

00* 

56* 

39* 

25% 

39* 

3i* 

4.8* 

49% 


revenue] 











]DPl«lH»1i«n Financial viJS'Iici,' 












Indiana 

t DatHrawHfl* 

]T ue : Operairq Revert® - 
Dper eUg Grant] 4>sfci esviee 

4.7 

42 

3.4 

75 

78 

7$ 

15 4 

26.5 

234 

25.5 

LOS Setvitt DtSburs b Rrwermu 

pay rant dt* wit-n tnanoLal yw] 
Tubl otrbBndng service 
iJutt la'ann ual revemra i ottered 


3&B.9* 

B».5% 

D6* 

356. 4* 

350.4* 

255.4* 

457.D* 

509.1* 

1 524.5% 

■ CcH CCVCrngn 

ECEAlVffi 

(Avedaftte paid * 

IrTjeilm iEi'.rv’ fill' bed 

«*r atonal msKnidtre 

1(4 

147 

27 

54 

26 

U 

26 

2.8 

3 5 

4.0 


1.10,1 Performance indicators and benchmarks 


1,10.1.1 Borrowing Management 

Capital expenditure in local government can be funded by capital grants, own-source revenue and 
long term borrowing. The ability of a municipality to raise long term borrowing is largely 
dependent on its creditworthiness and financial position. As with all other rnunicipahties. 
Emalahleni Municipality’s borrowing strategy is primarily informed by the affordability of debt 
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repayment. The structure of the Municipality's debt portfolio is dominated by annuity loans. The 
following financial performance indicators have formed part of the compilation of the 2012/13 
MTREF: 


Borrowing to asset ratio is a measure of the long-term borrowing as a percentage of 
the total asset base of the municipality, This ration is by far below the borrowing capacity 
of the municipality, but it needs to be noted that capital grants and transfers has 
contributed significantly to the municipality's capital expenditure programs, thus limiting the 
need for borrowing, 

* Capital charges to operating expenditure is a measure of the cost of borrowing in 

relation to the operating expenditure. It can be seen that the cost of borrowing is steady 0.1 
per cent throughout the MTREF period .While borrowing is considered a prudent financial 
instrument in financing capital infrastructure development,, this indicator wilt have to be 
carefully monitored going forward as the Municipality should limit external interest charges 
to the minimum.. 

- Borrowing funding of own capitat expenditure measures the degree to which own 

capital expenditure (excluding grants and contributions) has been funded by way of 
borrowing The municipality does not intend borrowing any money during the MTREF 
period. 

The Municipality's debt profile provides some interesting insights on the Municipality's future 
borrowing capacity Firstly, the use of amortising loans leads to high debt service costs at the 
beginning of the loan, which declines steadily towards the end of the loan's term. 

The Municipality has bought vehicles on hire purchase and will pay instalments monthly for a five 
year period. 

In summary* various financial risks could have a negative impact on the future borrowing capacity 
of the municipality. In particular, the continued ability of the Municipality to meet its revenue 
targets and ensure its forecasted cash flow targets are achieved will be critical In meeting the 
repayments of the debt service costs, As part of the compilation of the 2012/13 MTREF the 
potential of smoothing out the debt profile over the longer term will be investigated. 


1 to, 1, 2 Safety of Capital 

* The debt-to-equity ratio is a financial ratio indicating the relative proportion of equity 
and debt used in financing the municipality’s assets. The indicator is based on the total of 
loans, creditors, overdraft and tax provisions as a percentage of funds and reserves. This 
ratio is well below the norm, indicating a strong financial position, 

• The gearing ratio is a measure of the total long term borrowings over funds and 
reserves, h. 


1.10.1,3 Liquidity 

m Current ratio is a measure of the current assets divided by the current liabilities and 

as a benchmark the Municipality has set a limit of more than 2 which is a general 
benchmark, hence at no point in time should this ratio be less than 2, For the 2012/13 
MTREF the current ratio is 3.3, and 4 an 4.7 respectively for the two outer years of the 
MTREF, Going forward it will be good financial practices if these levels can be maintained. 

* The liquidity ratio is a measure of the ability of the municipality to utilize cash and 

cash equivalents to extinguish or retire its current liabilities immediately. Ideally the 
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municipality should have the equivalent cash and cash equivalents on hand to meet at 
least the current liabilities, which shouid translate into a liquidity ratio of 1 Anything below 
1 indicates a shortage in cash to meet creditor obligations. For the 2010/11 financial year 
the ratio was 0,6 and as part of the financial planning strategy it has been increased to 0,7 
in the 2012/13 and has increased to 1.2 in 2014/15 financial year. 


1.10.1,4 Revenue Management 

As part of the financial sustainability, an aggressive revenue management 
framework should be implemented to increase cash inflow, not only from current billings 
but also from debtors that are in arrears in excess of 90 days. The intention of the 
framework should be to streamline the revenue value chain by ensuring accurate billing, 
customer service, credit control and debt collection. The collection rates in this indicator is 
based on all cash receipts, also for direct income. The collection rate used for the 
calculation of debtors' payments was 15 per cent and should increase if the municipality 
wants to be financial as a going concern Jy conservative approach in order to cater for the 
current negative economic climate. 


1, jo. 1.5 Creditors Management 

* The Municipality has managed to ensure that creditors are settled within the 
legislated 30 days of invoice. While the liquidity ratio is of concern, by applying daily cash 
flow management the municipality has managed to ensure a 100 per cent compliance rate 
lo this legislative obligation. This has had a favourable impact on suppliers perceptions of 
risk of doing business with the Municipality, which is expected to benefit the Municipality in 
the form of more competitive pricing of tenders, as suppliers compete for the Municipality's 
business. 

1,10.1.6 Other Indicators 

• The municipality needs to know what causes high electricity losses. The municipality has then to 
developed mechanism to determine what is an acceptable distribution loss and what should be 
contributed to theft. 

* Employee costs as a percentage of operating revenue Is fairly constant over the 
MTREF This is primarily owing to the high increase in bulk purchases which directly 
increase revenue levels, as well as increased allocation relating to operating grants and 
transfers, 

* Similar to that of employee costs, repairs and maintenance as percentage of 
operating revenue is also fairty constant owing directly to cost drivers such as bulk 
purchases increasing far above inflation. The expenditure on repairs and maintenance is 
well below acceptable levels, but the actual cost will only be determined when a costing 
system is implemented. 


1.10.2 Free Sasic Services: basic social services package for indigent households 

The social package assists residents that have difficulty paying for services and are registered as 
indigent households in terms of the Indigent Policy of the Municipality. With the exception of 
water, only registered indigents qualify for the free basic services. 
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For the MTREF 1903 registered indigent s have been provided for in the budget. In terms of the 
Municipality's indigent policy registered households are entitled to 6kE fee water, 50 kwh of 
electricity, free sanitation and free waste removal equivalent once a week, as well as a discount 
on their property rates 

Further detail relating to the number of households receiving free basic services, the cost of free 
basic services, highest level of free basic services as well as the revenue cost associated with the 
free t) as iG services is contained elsewhere in this report. 


1,11 Overview of budget related ‘policies 

The Municipality's budgeting process is guided and governed by relevant legislation, frameworks, 
strategies and related policies, 

There will be a policy review workshop during the month of June 2012 so as to make sure 
all users of it understand it The following is a broad framework of all the policies the 

council have: 


1 . 11.1 Review of credit control and debt collection procedures/policies 

The Collection Policy as approved by Council annually is currently under review. While the 
adopted policy is credible, sustainable, manageable and informed by affordability and value for 
money there has been a need to review certain components to achieve a higher coilectton rate* 
Some of the possible revisions will include the lowering of the credit periods for the down payment 
of debt In addition emphasis will be placed on speeding up the indigent registration process to 
ensure that credit control and debt collection efforts are not fruitlessly wasted on these debtors. 

As most of the indigents within the municipal area are unable to pay for municipal services 
because they are unemployed, they are entitled to free basic services 

The 2012/13 MTREF has been prepared on the basis of achieving an average debtors collection 
rate of 15 per cent on current billings. In addition the collection of debt in excess of 90 days has 
been prioritised as a pertinent strategy in increasing the Municipality s cash levels. 

1.11.2 Asset Management Infrastructure Investment and Funding Policy 

A proxy for asset consumption can be considered the level of depreciation each asset incurs on 
an annual basis Preserving the investment in existing infrastructure needs to be considered a 
significant strategy in ensuring the future sustainability of infrastructure and the Municipality s 
revenue base. Within the framework, the need for asset renewal was considered a priority and 
hence the capita! programme was determined based on renewal of current assets versus new 
asset construction. 

Further, continued improvements in technology generally allows many assets to be renewed at a 
lesser Yea I 1 cost than the original construction cost. Therefore, it is considered prudent to allow for 
a slightly lesser continual level of annual renewal than the average annual depreciation The 
Asset Management Policy is therefore considered a strategic guide in ensuring a sustainable 
approach to asset renewal, repairs and maintenance and is utilised as a guide to the selection and 
prioritisation of individual capital projects. In addition the policy prescribes the accounting and 
administrative policies and procedures relating to property, plant and equipment (fixed assets). 


1.11 ,3 Budget Adjustment Policy 
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The adjustments budget process is governed by various provisions in the MFMA and is aimed at 
instilling and establishing an increased level of discipline, responsibility and accountability in the 
financial management practices of municipalities. To ensure that the Municipality continues to 
deliver on its core mandate and achieves its developmental goals, the mid-year review and 
adjustment budget process will be utilised to ensure that underperforming functions are Identified 
and funds redirected to performing functions. 


1.11.4 Supply Chain Management Policy 

The Supply Chain Management Policy was adopted by Council in September 2007. An amended 
policy will be considered by Council in due course of which the amendments will be extensively 
consulted on. 


1*11.5 Budget and Virement Policy 

The Budget and Virement Policy aims to empower senior managers with an efficient financial and 
budgetary amendment and control system to ensure optimum service delivery within the 
legislative framework of the MFMA and the Municipality's system of delegations. 


1,11,6 Cash Management and Investment Policy 

The aim of the policy Is to ensure that the Municipality's surplus cash and investments are 
adequately managed, especially the funds set aside for the cash backing of certain reserves. The 
policy details the minimum cash and cash equivalents required at any point in time and introduces 
time frames to achieve certain benchmarks. 


1.11.7 Tariff Policies 

The Municipality’s tariff policies provide a broad framework within which the Council can determine 
fair, transparent and affordable charges that also promote sustainable service delivery. The 
policies have been approved on various dates and a consolidated tariff policy is envisaged to be 
compiled for ease of administration and implementation of the next two years. 

All the above policies are available on at main municipal building, as well as the following budget 
related policies: 

• Property Rates Policy: 

- Funding and Reserves Policy: 

• Budget Policy; and 

• Basic Social Services Package (Indigent Policy), 


1.12 Overview of budget assumptions 

1.12-1 External factors 


Domestically, after five years of strong growth, during which about two million jobs were created, 
our economy shrank fast and millions of people tost their jobs. It is expected that recovery from 
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this deterioration will be slow and uneven and that growth for 2013 will minimal with a slightly 
better growth in the outer years. 

Owing to the economic slowdown, financial resources are limited due to reduced payment levels 
by consumers. This has resulted in declining cash inflows, which has necessitated restrained 
expenditure to ensure that cash outflows remain within the affordability parameters of the 
Municipality's finances. 


1.12.2 General inflation outlook and its impact on the municipal activities 

There are five key factors that have been taken into consideration in the compilation of the 
2012/13 MTREF; 

* N ation al G o vern ment m aero e conom ic ta rgets; 

* The general inflationary outlook and the impact on Municipality's residents and 
businesses; 

* The impact of municipal cost drivers; 

- The increase in prices for bulk electricity; and 

* The increase in the cost of remuneration. 


1.12.3 Credit rating outlook 

The Municipality did not perform a credit rating outlook. 

1.12.4 Interest rates for borrowing and investment of funds 

The municipality will not borrow any funds during the MTREF period. St is expected that interest 
rates will be adjusted slightly upwards during the MTREF period and it was budget for as such. 


1.12,5 Collection rate for revenue services 

The base assumption is that tariff and rating increases will increase at a rate slightly higher that 
CPI over the long term. !t is also assumed that current economic conditions, and relatively 
controlled inflationary conditions, will continue for the forecasted term. 

The rate of revenue collection is currently expressed as a percentage (15 per cent) of annual 
billings. Cash flow is assumed to be 15 per cent of billings. The performance of any increased 
collections or arrear collections will however only be considered a source of additional cash in-flow 
once the performance has been carefully monitored. 


1.12,6 Growth or decline in tax base of the municipality 

Debtors revenue is assumed to increase at a rate that is influenced by the consumer debtors 
collection rate, tariff/rate pricing, real growth rate of the Municipality, household formation growth 
rate and the poor household change rate. 

Household formation is the key factor in measuring municipal revenue and expenditure growth, as 
servicing households 1 is a greater municipal service factor than servicing individuals. Household 
formation rates are assumed to convert to household dwellings In addition the change in the 
number of poor households influences the net revenue benefit derived from household formation 
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growth, as it assumes that the same costs incurred for servicing the household exist, but that no 
consumer revenue is derived as the 'poor household 7 limits consumption to the level of free basic 
services. 

1*12.7 Salary increases 

There is no collective agreement on salary increases in place for the budget year, and the 
guidance on increases as contained in Circular 58 of National Treasury was used to budget 
accordingly. 


1,12.8 Impact of national, provincial and local policies 

Integration of service delivery between national, provincial and local government is critical to 
ensure focussed service delivery and in this regard various measures were implemented to align 
I DPs, provincial and national strategies around priority spatial interventions. In this regard, the 
following national priorities form the basis of all integration initiatives: 

- Creating jobs; 

* Enhancing education and skill development; 

- Improving Health services; 

* Rural development and agriculture; and 

- Fighting crime and corruption. 

To achieve these priorities integration mechanisms are in place to ensure integrated planning and 
execution of various development programs. The focus will be to strengthen the link between 
policy priorities and expenditure thereby ensuring the achievement of the national, provincial and 
local objectives. 


1*12.9 Ability of the municipality to spend and deliver on the programmes 

It is estimated that a spending rate of at least 97 per cent is achieved on operating expenditure 
and 98 per cent on the capital programme for the 2012/13 MTREF of which performance has been 
factored into the cash flow budget. 


1.13 Overview of budget funding 


1.13.1 Medium-term outlook: operating revenue 

The following table is a breakdown of the operating revenue over the medium-term: 
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The following graph is a breakdown of the operational revenue per main category for the 2012/13 
financial year. 

Breakdown of operating revenue over the 2012/13 MTREF 



Tariff setting plays a major role In ensuring desired levels of revenue. Getting tariffs right assists in 
the compilation of a credible and funded budget. The Municipality derives most of its operational 
revenue from the provision of goods and services such as electricity and solid waste removal, 
property rates, operating and capital grants from organs of state and other minor charges (such as 
building plan fees, licenses and permits etc). 

Investment revenue contributes significantly to the revenue base of the Municipality, It needs to be 
noted that these allocations have been conservatively estimated and as part of the cash backing 
of reserves and provisions. The actual performance against budget will be carefully monitored. 
Any variances in this regard wilt be addressed as part of the mid-year review and adjustments 
budget 

The tables below provide detail investment information and investment particulars by maturity. 
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MBRR SA15 - Detail Investment information 
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1,13,2 Cash Flow Management 

Cash flow management and forecasting is a critical step in determining if the budget is funded 
over the medium-term. The table below is consistent with international standards of good financial 
management practice and also improves understand ability for councillors and management 
Some specific features include: 

+ Clear separation of receipts and payments within each cash flow category; 

* Clear separation of capital and operating receipts from government, which also 
enables cash from 'Ratepayers and other 1 to be provide for as cash inflow based on actual 
performance In other words the actual collection rate of billed revenue., and 

* Separation of borrowing and loan repayments (no set-off), to assist with MFMA 
compliance assessment regarding the use of long term borrowing (debt). 


63 



> 

=J 

13 

c 

Zl> 

CD 

c 

O- 

E 

r* 

CU 

3 

CL 


MBRR Table A7 - Budget cash flow statement 


Emalahleni Municipality 


1,13.3 Cash Backed Reserves/Accumulated Surplus Reconciliation 

This following table meets the requirements of 1U1FMA Circular 42 which deals with the funding of a 
municipal budget in accordance with sections 15 and 19 of the MFMA. The table seeks to answer 
three key questions regarding the use and availability of cash: 

* What are the predicted cash and investments that are available at the end of the 
budget year? 

* How are those funds used? 

* What is the net funds available or funding shortfall? 

A surplus would indicate the cash-backed accumulated surplus that was/is available. A shortfall 
(applications > cash and investments) is indicative of non-compliance with section 18 of the MFMA 
requirement that the municipality's budget must be 'funded 1 . Non-compliance with section 1 8 is 
assumed because a shortfall would indirectly indicate that the annual budget is not appropriately 
funded (budgeted spending is greater than funds available or to be collected) . It is also important 
to analyse trends to understand the consequences, e.g. the budget year might indicate a small 
surplus situation, which in itself is an appropriate outcome, but if in prior years there were much 
larger surpluses then this negative trend may be a concern that requires closer examination. 

WIBRR Table A8 - Cash backed reserves/ac cumulated surplus reconciliation 
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From the above table it can be seen that the cash and investments available total R18.8 million in 
the 2012/13 financial year and progressively increase to R31 million by 2014/15, including the 
projected cash and cash equivalents as determined in the cash flow forecast. The following is a 
breakdown of the application of this funding: 

* Unspent conditional transfers (grants) are automatically assumed to be an obligation as 
the municipality has received government transfers in advance of meeting the conditions. 
Ordinarily, unless there are special circumstances, the municipality is obligated to return 
unspent conditional grant funds to the national revenue fund at the end of the financial 
year. In the past these have been allowed to roll-over" and be spent in the ordinary course 
of business, but this practice has been discontinued 
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* The mam purpose of other working capital 3s to ensure that sufficient funds are available to 
meet obligations as they fall due, A key challenge is often the mismatch between the 
timing of receipts of funds from debtors and payments due to employees and creditors. 
High levels of debtor non-payment and receipt delays will have a greater requirement for 
working capital, resulting in cash flow challenges, Any underperformance in relation to 
collections could place upward pressure on the ability of the Municipality to meet its 
creditor obligations, 

■ Most reserve fund cash-backing is discretionary in nature, but the reserve funds are not 
available to support a budget unless they are cash-backed. The reserve funds are fully 
cash-backed. The level of cash-backing is directly informed by the municipality's cash 
backing policy These include the Capital Replacement Reserve, Employee Benefits 
Reserves and the Rehabilitation of landfill sites and quarries. 


1.13.4 Funding compliance measurement 

National Treasury requires that the municipality assess its financial sustainability against fourteen 
different measures that look at various aspects of the financial health of the municipality. These 
measures are contained in the following table. All the information comes directly from the annual 
budgeted statements of financial performance, financial position and cash flows. The funding 
compliance measurement table essentially measures the degree to which the proposed budget 
complies with the funding requirements of the MFMA. Each of the measures is discussed below, 

MBRR SA10 - Funding compliance measurement 
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1.13.4.1 Cash/cash equivalent position 

The Municipality's forecast cash position was discussed as part of the budgeted cash flow 
statement. A ‘positive' cash position, for each year of the MTREF would generally be a minimum 
requirement, subject to the planned application of these funds such as cash-backing of reserves 
and working capital requirements. 

[f the municipality's forecast cash position is negative, for any year of the medium term budget, the 
budget is very unlikely to meet MFMA requirements or be sustainable and could indicate a risk of 
non-compliance with section 45 of the MFMA which deals with the repayment of short term debt at 
the end of the financial year. 
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7. 73 .4.2 Cash plus investments less application of funds 

The purpose of this measure is to understand how the municipality has applied the available cash 
and investments as identified in the budgeted cash flow statement. The detail reconciliation of the 
cash backed reserves/surpluses is contained in the previous page. The reconciliation is intended 
to be a relatively simple methodology for understanding the budgeted amount of cash and 
investments available with any planned or required applications to be made This has been 
extensively discussed above. 


1.13.4.3 Monthly average payments covered by cash or cash equivalents 

The purpose of this measure is to understand the level of financial risk should the municipality 

be under stress from a collection and cash in flow perspective. Regardless of the annual cash 

position an evaluation should be made of the ability of the Municipality to meet monthly payments 

as and when they fall due It is especially important to consider the position should the 

municipality be faced with an unexpected disaster that threatens revenue collection such as rate 

boycotts. 


1.13. 4 A Surptus/defidt excluding depreciation offsets 

The main purpose of this measure is to understand if the revenue levels are sufficient to conclude 
that the community is making a sufficient contribution for the municipal resources consumed each 
year. An 'adjusted' surpius/deficit is achieved by offsetting the amount of depreciation related to 
externally funded assets Municipalities need to assess the result of this calculation taking into 
consideration its own circumstances and levels of backlogs. If the outcome is a deficit, it may 
indicate that rates and service charges are insufficient to ensure that the community is making a 
sufficient contribution toward the economic benefits they are consuming over the medium term. 
For the 2012/13 MTREF and outer years the municipality has a small surpluses. 

It needs to be noted that a surplus or deficit does not necessarily mean that the budget is funded 
from a cash flow perspective and the first two measures in the table are therefore critical. 


7 . 13, 4 5 Property Rates/service charge revenue as a percentage increase less macro inflation 
target 

The purpose of this measure is to understand whether the municipality is contributing 
appropriately to the achievement of national inflation targets. This measure is based on the 
increase in ’revenue’, which will include both the change in the tariff as well as any assumption 
about real growth such as new property development, services consumption growth etc. 

The factor is calculated by deducting the maximum macro -economic inflation target increase 
(which is currently 3 - 6 per cent). The result is intended to be an approximation of the real 
increase in revenue. From the table above it can be seen that the percentage growth is higher 
than forecasted CPIX for the respective financial year of the 2012/13 MTREF which is mainly due 
to higher electricity tariff increase However, the outcome is lower than it might be due to the 
slowdown in the economy and a reduction in consumption patterns This trend will have to be 
carefully monitored and managed with the implementation of the budget. 


1.13.4.6 Cash receipts as a percentage of ratepayer and other revenue 

This factor is a macro measure of the rate at which funds are collected 1 . This measure is 
intended to analyse the underlying assumed collection rate for the MTREF to determine the 
relevance and credibility of the budget assumptions contained in the budget. It can be seen that 
the outcome is at 86 per cent for 2012/13 and 73 percent for the outer financial years. Given that 
the assumed collection rate was based on a 15 per cent performance target, the cash flow 
statement has been conservatively determined. However, the percentage in the above table 
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includes direct receipts for services being paid in cash such as agency services and permits. This 
measure and performance objective will have to be meticulously managed. Should performance 
with the mid-year review and adjustments be positive in relation to actual collections of billed 
revenue, the adjustments budget will be amended accordingly. 


1.13.4.7 Debt impairment expense as a percentage of tillable revenue 

This factor measures whether the provision for debt impairment is being adequately funded and is 
based on the underlying assumption that the provision for debt impairment (doubtful and bad 
debts) has to be increased to offset under-collection of billed revenues. The provision has been 
appropriated at 25 per cent over the MTREF. . 


PI 3.4. 3 Capital payments percentage of capital expenditure 

The purpose of this measure is to determine whether the timing of payments has been taken into 
consideration when forecasting the cash position. It can be seen that a 100 per cent payments has 
been factored into the cash position forecasted over the entire financial year. 


1 13.4. 9 Transfers/grants revenue as a percentage of Government transfers/grants available 
The purpose of this measurement is mainly to ensure that all available transfers from national and 
provincial government have been budgeted for. A percentage less than 100 per cent could 
indicate that not all grants as contained in the Division of Revenue Ad (DoRA) have been 
budgeted for. The Municipality has budgeted for all transfers and therefore no percentage is being 
shown as outstanding. 


1.13.4.10 Consumer debtors change (Current and Non-current) 

The purpose of these measures are to ascertain whether budgeted reductions in outstanding 
debtors are realistic. There are 2 measures shown for this factor; the change in current debtors 
and the change in long term receivables, both from the Budgeted Financial Position. 

1.13.4.11 Repairs and maintenance expenditure level 

This measure must be considered important within the context of the funding measures criteria 
because a trend that indicates insufficient funds are being committed to asset repair could also 
indicate that the overall budget is not credible and/or sustainable in the medium to long term 
because the revenue budget is not being protected. 

1 _ 13 A. 12 A sset renewal/rehabifitation expenditure level 

This measure has a simitar objective to aforementioned objective relating to repairs and 
maintenance. A requirement of the detailed capital budget (since MFMA Circular 28 which 
was issued in December 2005) is to categorise each capital project as a new asset or a 
renewal/re habitation project. The objective is to summarise and understand the proportion of 
budgets being provided for new assets and also asset sustainability. A declining or low level 
of renewal funding may indicate that a budget is not credible and/or sustainable and future 
revenue is not being protected, similar to the justification for 'repairs and maintenance 
budgets. 


Emglghlgni Municipality 


1.14 Expenditure on grants and reconciliations of unspent funds 

WIBRR SA19 - Expenditure on transfer© and grant programmes 
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WIBRR SA 20 - Reconciliation between of transfers, grant receipts and unspent funds 
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1.15 CounciHor and employee benefits 

1VIBRR SA22 - Summary of councillor and staff benefits 
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MBRR SA23 *■ Salaries, allowances and benefits (political office bearers/councillors/ senior 
managers) 
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MBRR SA24 - Summary of personnel numbers 
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1.16 Monthly targets for revenue, expenditure and cash flow 
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MBRR SA27 - Budgeted monthly revenue and expenditure (standard cl ass ifi cat ton) 
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1.18 Legislation compliance status 


Compliance with the MFMA implementation requirements have been substantially adhered to 
through the following activities: 


1 . In year reporting , . 

Reporting to National Treasury in electronic format was fully complied with on a monthly 
basis. Section 71 reporting to the Mayor (within 10 working days) has progressively 
improved. 


Internship programme ( . 

The Municipality is participating in the Municipal Financial Management Internship 
programme and has employed five interns undergoing training in various divisions of the 
Financial Services Department. Of the five interns two has been appointed permanently 
from 01 August 201 0 and 01 December 201 1 respectively. In the remaining three two have 
been extended contracts for a year till end of December 2012, and one has been appointed 
as from 1 st of December 2012 till end of November 2012. Since the introduction of the 
Internship programme the Municipality has successfully employed and trained 33 interns 
through this programme and a majority of them were appointed either in the Municipality or 
other Institutions such as KPMG, Ernest S Young SARS, Auditor General, Nations 
T reasury. 


3 . 


Budget and Treasury Office 

The Budget and Treasury Office has been established 


in accordance with the MiFMA. 


4. Audit Committee 

An Audit Committee has been established and is fully functional. 


5. 


Service Delivery and Implementation Plan . , „ 

The detail SDBIP document is at a draft stage and wilt be finalised after approval of the 
2012/13 MTREF in May 2012 directly aligned and informed by the 2012/1 3 MTREr. 


6, Annual Report . . , _ . . 

Annual report is compiled in terms of the MFMA and National Treasury requirements. 

The MFMA tr Jning module in electronic format is presented at the Municipality s internal 
centre and training is ongoing. 


0^ Pq] 

An amendment of the Municipal Property Rates Regulations as published in Government 
Notice 363 of 27 March 2009, was announced in Government Gazette 33016 on 12 March 
2010. The ratios as prescribed in the Regulations have been complied with. 
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WIBRR Table SA3 - Supporting detail to Statement of Financial Position 
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MBRR Table SA9 - Social, economic and demographic statistics and assumptions 
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1.19 Municipal Manager’s quality certificate 

I Municipal Manager of Emalahleni Municipality, hereby certify 

that the annual budget and supporting documentation have been prepared in accordance with 
the Municipal Finance Management Act and the regulations made under the Act, and that the 
annual budget and supporting documents are consistent with the Integrated Development Plan 

of the municipality. 

Print Name t fdLo 

Municipal Manager of Emalahleni Municipality 

Signature ***■— j 

Date jSq 

Print Name bO f D<^ ^ fO 

Mayor of Emalahleni Municipality 

^ _ 

3>0 IWw Cow-^of*- 


Sig nature 
Date 
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March 2012 


